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L WELCOME AND INTRODUCTIONS

REP. TOM DELL asked the Subcommittee members to identify themselves.

DOUG HARDY sad that he manages the rurd eectric cooperative in Livingston, Montana. Heis
representing the Montana Electric Cooperatives.

REP. JIM KEANE represents House Digtrict (HD) 36 in Buitte.



REP. DELL representsHD 19 in west Billings.
SEN. WALT McNUTT represents Senate Didtrict (SD) 50 in Sidney.

SEN. ALVIN ELLIS, JR., represents SD 12, which is Carbon, Stillwater, and a portion of
Swestgrass counties.

KATHY ROOS isthe community representetive for the environment and conservation.
MATT BRAINARD isacommissioner for the Public Service Commission (PSC).

DEB YOUNG isfrom the Montana Power Company (MPC), and is here on behaf of PAT
CORCORAN.

11 REVIEW AND ADOPTION OF SUBCOMMITTEE WORK PLAN

MR. EVERTS referred to the draft subcommittee work plan, Attachment 3. Thework plan outlines
the god's of the Subcommittee and sets out tasks to be accomplished, aswell as atime line that needs
to be achieved. Thisisafairly drict satutory time line. The goas are set by the restructuring act itself.
Page 2 of the work plan lists the statutory directives. One of those saystha TAC, in coordination with
the PSC, shdl conduct are-evauation of the ongoing need of the Universal Systems Benefit (USB)
programs. The determination will be based and focused on the existence of markets to provide any or
al of the USB programs themsalves. TAC has to make this recommendation by July 1, 2002. That
recommendation will be forwarded to the next Legidature. The other statutory task isthat TAC will
monitor and evauate USB and comparable funding levels in the region and make recommendations to
the next Legidature to adjust those funding levels.

REP. DELL asked, in terms of the report on conservation and renewable USB programs, what will be
the resources that MR. EVERTS will primarily rely on for that report. MR. EVERTS said that there
will be asense of that from the implementors panel discusson at thismeeting. Therewill dso bea
sense of that from people who utilize that conservation and efficiency money. If thereisanyone dse
that the Subcommittee would like to hear from on that he would be happy to get themiin.

MOTION/VOTE: The motion was made to adopt of the Subcommittee work plan. Motion passed
unanimoudy.

t A GENERAL PRIMER ON UNIVERSAL SYSTEMSBENEFITSPROGRAMSIN
MONTANA

MR. EVERTS referred to Attachment 4. USBP programs include low income programs, such as
energy asdstance and westherization; cost effective conservation; research and development (R&D);
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market transformation; irrigation energy conservation and efficiency; and renewables. Thereisa
gatutory requirement for TAC to make recommendations regarding the ongoing need for USB by July
2002.

The Governor’s comprehensive regiona review that was done in 1996 recommended that there be a
3% funding leved for public purpose programs. During that time it was thought that a number of Sates
would be going to competition. In 1997, afunding level was established for USB of 2.4% of 1995
electric utility revenue. It created USB programs, separated out large customers dlowing them to sdif-
direct USB activities. It dso created a minimum level of 17% of the entire USB for low income.
Cooperatives were alowed to pool their expenditures across the state and credit their expenditures
againg their USB obligations. Any unspent funds would flow into state accounts to be distributed by
the Department of Public Hedlth and Human Services (DPHHS) for low income or the Department of
Environmental Qudity (DEQ) for conservation and renewables. In 1999, the program was retooled.
Most changes came from the TAC. The Department of Revenue (DOR) established rules to implement
USB during that time. In 2001, TAC wasinvolved in some further changes. The Legidature clarified
that amortized and non-amortized power purchases could be used as credits againgt the USB charge.
The Legidature added that 6% of the funding leve be dedicated to irrigated agriculture conservation
and efficiency measures, but limited the entitiesin which it gpplied.

In Satute it is required that those program costs be recovered through a USB charge that is assessed at
the meter for cusomers. The customers' distribution utility is required to collect those funds from the
customer. The PSC setsrates for those utilities within its jurisdiction and the cooperatives set rates for
themsdlvesin terms of collection. It isavery complex funding mechanism. For example, the 1995
retail sales were $100, the USBP funding level would be $2.40 minus any credits. Any |eftover money
flows to the state account for distribution. The cooperatives are dlowed a satewide pool for their
credits. Large customers can sdif direct their own money and then take a credit againgt the $2.40. I
the overdl funding is $2.40, aminimum of 40 cents (17%) must be put aside for low-income programs.
Irrigation would receive 14 cents (6%).

REP. KEANE asked how the percentages were decided. MR. EVERT S sad that regarding the
17%, a the time that was established, there were alot of numbers being tossed out on the overdl
funding levd. Therewasdso of give and take in establishing that funding levd. MS. YOUNG sad
that her understanding of where the 17% came from is that work had been done in the Governor’s Low
Income Advisory Committee and there was an assessment as to the amount of need for the low income
community in the state of Montana. Then it was looked & as to the revenues of dl the energy utilitiesin
the state of Montana. The electric industries share of that turned out to be about equal to 17% of the
total USB funds collected. A further response was given that there was discussion on the Governor's
Low Income Advisory Council. The low income portions of these programs were funded prior to the
cregtion of USB and the restructuring of the dectric industry. The 17% was a continuation of the past
funding efforts.



v IMPLEMENTERSOF THE UNIVERSAL SYSTEMSBENEFITS PROGRAMSIN
MONTANA

MS. YOUNG, Montana Power Company (MPC), said that MPC's god from the beginning has
been to efficiently ddiver the public purpose benefits to their customers. She referred to Attachment
5. The USB chargeis separate from the customer’s choice of supplier. MPC, as aditribution utility,
collects the USB charge from dl of their customers regardless of who they choose as a supplier. The
legidative god was to sustain the public purpose activities as competitive markets developed and to
requirethat dl utilities in the sate of Montana have these programs. The PSC st the rates for the
investor-owned utilities and each utility isalittle bit different. The PSC set MPC' s rates effective
January 1, 1999, a a price that increased the customers’ rates by $7.6 million per year. The PSC dso
gave guiddines to MPC requiring them to dlocate the funds, directing aminimum of 21% of the tota
USB funds collected to low income, to direct any unspent large customer funds to low income
activities, and to establish an advisory committee. MPC had worked with an advisory committee prior
to this through the least cost planning activities.

MPC built on aframework of existing conservation, low income programs, and existing infrastructure.
Renewables was a category that was new to MPC. Thereis broad representation on the advisory
committee that help MPC in reviewing MPC' s USB activities. Large customers make up about 30%
of the USB revenues. Because alarge customer has the ability to sdif direct their USB funds, they do
not have alow income requirement. Because of this MPC has redirected an addition $281,000 to low
incomein the last 3 years, bringing the total percentage up to about 23%.

MPC provides a 15% discount on dectric hills of al MPC customers who qualify for the Low Income
Energy Assstance Program (LIEAP). These are separate dollars and programs, but they use the LIAP
qudification as away to identify low income customers. This discount isfor the MPC hill on any MPC
sarvices, regardless of their heat source. They dso fund afree weatherization program that is operated
in partnership with the state of Montana that is implemented by the Human Resource Councils around
the state. This program design dlows for both the state and MPC customer dollars to be maximized
and reach more MPC customers than they would otherwise be able to serve. They have streamlined
the administrative process by usng existing infrastructure. MPC funds Energy Share of Montana to
provide energy assistance to MPC customers. The PSC directed MPC to put $100,000 per year to
low income renewable projects. Promotion and outreach is adso funded to better identify the customers
who meet the low income digibility, but aren’t currently being served. MPC has dso funded afew
individua projects on an occasond basis.

In the loca conservation area, MPC has been offering home energy audits since 1978. They started
offering a more aggressive energy audit in 1992. That program is operated for MPC by Xenergy,
which isan internationd energy efficiency organization. They have a Montana operation based in
Helena. Customers are very favorable and supportive of this program. MPC aso offers a base load
audit. Thisisdone with amailing energy audit. In theirrigation area, MPC sent out arequest for
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proposalsin 2001 and selected the National Center of Appropriate Technology as the contractor for
this. That program has been in the design stages and will be kicking off thisirrigation season with about
$246,000 for 2001 and $5,000 in 2002. They have about 5,000 irrigation accounts. They have found
that alot of theirrigation customers are not in their service territory, but there are a number of very
large irrigators who are interested in participating in this program.

The Northwest Energy Efficiency Alliance was dso formed out of the Governor’'s comprehensive
regiond review in 1996. Theideaisthat asfour states working together, we can affect what happens
in the market place more efficiently and more cost effectively than MPC by itsdlf.

R& D dollars have gone to renewable projects, education, training, and research. In the renewable
area, MPC has about 55 net metered solar or wind projects a customer facilities around the state.
They are dso working with the Black Feet Reservation on a project in conjunction with the Bonneville
Power Adminigration (BPA) that will develop alarge wind generation fecility in Browning. MPC
continues to solicit proposals for renewable projects.

MPC has 52 customers who have an individual load of 1,000 kilowatts or greater. The associated
accounts brings the number up to more than 500 accounts who receive the USB rate of .09 cents per
kilowatt hour and have the ability to sdf direct those dollars. The large customers make up 33% of the
collected USB funds. Most have chosen to sdf direct their dollars to energy reduction. A few have
chosen to sdf direct their dollars toward low income activities. The amount unspent by the large
customers is about $30,000 per year that has been redlocated. MPC doesn't pre-qualify large
customer investments.

The adminigrative costs have been around 5% per year. Thisislow, but shows that the staff conssts
of about 5 MPC employees.

MR. HARDY asked if some of the aggregated customers were treated as the large customers. M S.
YOUNG sad that they are only the accounts associated with the large customer under their name and
ownership that receive the large USB rate. It isnot an aggregation like those who moved to choice.
Thisisjust the accounts of that individua customer. It is only the demand metered accounts of that
custome.

REP. DELL asked if thereis any research funding that goesinto devices for alowing consumersto
financidly benefit from using off-peek dectricity. MS. YOUNG sad that some other utilities may use
research and development funds differently than MPC. With the advice that MPC has received, they
have very narrowly focused research and development dollars to activities that they could see or direct
benefits right now in the state of Montana. The rules would alow for

REP. DELL’s scenario, but MPC programs have not funded that type of research and devel opment
activity. REP. DEL L asked if the rules that MPC utilizes have some flexibility alowing them to do so
in the future if they so chose. M'S. YOUNG said that it is not adirection that they are currently going.
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There are anumber of organizations that would do that type of research, but they do not use USB
dollars for funding that research.

Tami Aberle, Montana Dakota Utilities (M DU), said that pursuant to the 1997 law and as it
relates to MDU as a non-trangitioning company, MDU implemented its electric USB charge on January
1, 2000. Their USB programs were ultimately filed with the PSC and the programs were approved by
the PSC in June of 2000. MDU’ s annual requirement based on the 2.4% of 1995 revenuesis
$676,000. According to the law, the large customers are at the .09 cents per kilowatt hour. All other
customers, based on that required funding level, equatesto a charge of .1566 cents per kilowatt hour.
Large customer collectionsin 2000 and 2001 were around $150,000. They have 6 customers that
qudify under that part of the law. Thetota USB collections in the year 2000 were $557,383. They
implemented programs in the middle of the year. This left money that was undlocated and unspent a
the end of 2000. Pursuant to the law, those monies were then submitted to the state for dlocation. In
2001 the collections were some higher. The programs funding increased because it was for an entire
year. The amount to be remitted to the state was approximately $91,000.

The low income related programs represent the bulk of the expenditures. MDU serves gpproximately
23,000 customers located in communities within eastern Montana. The god has been to get the money
back to those customers. The one program that is administered interndly is the low income discount.
MDU provides adiscount on adiding scae basis based on the percentage of poverty and age to
customers qudifying for alow income energy assstance. That discount ranges from 5% to 25%.

MDU aso provides hill assstance through Energy Share of Montana. MDU provides wegtherization
and energy audits through Action for Eastern Montana. Through Energy Share of Montana, MDU has
funded a furnace and water heater repair and replacement program. Thisis directed to safety related
repairs and replacements. MDU has relied on the infrastructure that was in place prior to the USB
programs.

The other part of the Energy Share program is bill assistance and they provide money for the
endowment fund, which looks toward the future in ensuring that we have low income energy assistance
available into the future. Other programs include a commercid lighting program that provides rebates
for lighting sysems retrofits. MDU is dso partnering with Montana State Universty (MSU) Billingsin
the development of afud cel project, which islooking a aremote ingdlation in 2002 and aresdentia
unit ingalation in 2003. MDU is currently in discussion with athird party vendor for aresdentid and
commercia energy audit program that would be available to other non-low income customers.

REP. DELL asked about the fuel cdll project. Ms. Aberle said that MDU, dong with MSU, is
looking at severd betaunits. Intermsof aunit that is avallable at aresdentid leve, thereis a sense that
datais needed on aremote location that wouldn't affect a customer that is using energy for daily life.
Thisis something that they would work with a cod bed methane (CBM) producer or some other type
of well. There are some potential candidatesin mind. In 2003, as these units come to a better stage of
implementation, they hope to move into aresdentid Ste.
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SEN. EL LIS asked if those units are fudled only by hydrogen or by hydro carbons. Ms. Aberle sad
that they are looking & a number of different units, including both types of units.

Gary Weins, Montana Electric Cooperatives Association (MECA), referred to Attachment 6.
There are 26 ectric ditribution cooperatives, serving in dl 56 countiesin Montana. The cooperatives
are customer owned, not-for-profit utilities, which are localy run by the cooperative board of directors,
elected by the customers of each local cooperative. They average about 3,000 customers per
cooperative. For USB purposes, the cooperatives are treated as one statewide utility. The pooling of
the 26 cooperatives USB obligation credits was sought in 1997 by the cooperatives to protect their
customer rates, particularly rates paid by customers of the smaller cooperatives that had historicaly not
had mgor USB expenditure. The total revenues of the cooperatives are combined to determine the
cooperatives combined USB expenditure obligation. In turn, the cooperatives totd USB credits are
combined to meet their combined spending obligation. So far the pool has produced a surplus of USB
expenditures that have protected the rates of the cooperatives. In submitting the pool expenditure
reports, they areitemized according to the USB digible programs listed in the rules of the Department
of Revenue. The reports are submitted by MECA as per Sate law. The pool is overseen by aboard
that is comprised of 4 cooperative managers representing the 4 different cooperative regionsin the
associdion.

Thetotd obligation is $3.8 million. For low income, the cooperatives are required to spend $646,883,
which isbased on 17% of 2.4. For afull year, they are required to expend $85,600 for irrigation. The
total USB expendituresin 1999 were 2.9% of revenues. The low income was 19.9%. In 2000, the
total expenditures were 1% and the low income was 18.94%. In 2001, the total expenditures were
2.95%; the low income was 19.1%; irrigation conservation was 9%. Most of the expenditures are
under energy conservation, closdly followed by low income ass stance programs, and third would be
renewable resource projects. A good number of the cooperatives offer energy audits to their
customers. 1n 2000, the cooperatives spent over $40,000 on energy audits for customers who request
them. Many cooperdtives offer water heater programs, grant or low interest loans to pay for ingtalation
of ground source hegting/cooling pumps used for energy efficiency savings, energy efficiency education,
and super good sense programs.  One cooperétive provides solar pumps to ranchers who are pumping
water at stock wells.

No USB dallars have ever reverted to the state. Administrative costs varies with each cooperative. A
typica cooperative is expending from $1 to $3 per month on adminigtration. The expenditures can be
documented. Expenditures are tracked on a monthly basis through accounting numbers assigned to
various USB digible expenditures. The accounting numbers are uniform.

SEN. EL LIS asked why the USB effort peaked in 2000 at 150% of what is mandated.

Mr. Weins sad that because a good portion of the credits are through the wholesale power purchases,
it reflects the fluctuation in the consumption of dectricity. MR. HARDY said that if you have X
amount of cents per kilowatt hour that are in the conservation, if you sell more kilowatt hoursthere is
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more credited. If salesare high, there will be more collected.

SEN. ELLIS asked if it would gtill be the same percentage. MR. HARDY said that the percentage
would stay the same, but they are going towards a funding of the fixed amount of 1995 sdes. The
percent that is funded varies againgt the 1995 base year. SEN. EL LIS asked if heat pumps only get
put in on new units, or isit efficent to ingal a heat pump on an existing fadlity. MR. HARDY sad
that the pumps can be put in for any type of inddlation. The viability of retrofitting a Sructure depends
on the specifics of the structure.

MR. BRAINARD asked about the mechanism alowing the cooperatives to shut off awater heater.
MR. HARDY sad tha heisnot aware of any that have been switched. The provision alowing that
has been kept because the cooperatives fed that it isimportant depending on the power supply. It
would most likely be an automated one that could be switched off by asignd through the power lines
or aradio wave. Timers have not traditionaly been used. MR. BRAINARD asked about the extent
of the ability to digpatch messages on the tranamisson lines MR. HARDY sad that technology is
there, but it isa question of cog.

Don Quander, Montana L arge Customer Group, sad tha mogt of the information that the large
customers use comes from MPC' sreport. It isimportant that al customers on the utility system pay the
USB charge. That isirrespective of who the customer is. Large customers have the ability to saif

direct these funds. To the extent that large customers identify qualifying programs or expenditures, such
as energy efficiency programs or contributions to qudifying low energy income assistance programs,
they can then clam a credit from the utility not to exceed the amount that they have paid into USB
charges. It isthe responghility of the customers claming those credits to document the qualifying nature
of those credits. Thereisan annua reporting of those expenditures.

The 2.4% figure has arationd basis. 1n 1997, when legidation was being put together, it was
recognized that as rates were unbundled there were various programs and charges for low income
energy assstance, conservation, and efficiency being operated. There was an issue about whether
those would be sustained once rates were unbundled. Those programs were operating at about 2.4%
of the 1995 revenues. The legidature didn’t want to propose an increase, but they wanted to maintain
thet rate. The cap for contributions of large customerstied to that period of timeaswell. The .9 mils
per kilowatt hour is representative of what was caculated to be the large customer payments under the
then existing programs imbedded in rates.

The bulk of the funds from large customers has been used for energy efficiency programs at the facilities
of the customers. Those have varied a great ded depending on the Size of the customer and the nature
of the program. A lot of it hasto do with more efficient motors. The amount contributed to low income
energy assistance has not been trivid. To date the amount to low income is approximately $500,000.
Energy Share has been the primary recipient of industrid contributions to low income energy assstance.
The program said that the large customers are going to have to pay the money anyway, they might as
well useit. Thisidealed to many efficiency changes.
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Mogt of the membersin his group started off being very skepticad of the USB program. Therewasa
genera sensethat other programs administered by the state were a more appropriate way to obtain the
funding for low income assstance. Many fet that energy efficiency was a market place function. As
long as the costs didn’t increase, the large customers were prepared to pay for it. The attitude has
changed over the last severd years. The large customers have found that they have been able to make
very good use of this program for funding energy efficiency. The ability to ditribute those funds has
garnered support from many of the large customers. Most of the money has gone into the Statewide
endowment fund that can be used across the state, but some of the companies have been able to ensure
that monies were expended in the locd areaof the company. The overdl feding of the large customer
group isthat this program has been modest but reasonable and has worked well for them. They are
generdly supportive of the program in both the low income ass stance and the energy efficiency.

REP. DEL L asked what the sense was regarding whether the USB program was flexible enough to
work wel with the energy criss. Mr. Quander said that the large customers’ reaction hasn't reached
that level of sophigtication in terms of anayzing the program.

Mr. Wiens sad that the cooperatives like the pooling arrangement that they have because it dlows
them the flexibility they need to better target the USB dollars. They do have some concerns about
being tied to a gpecific percent on any USB program category because it limits the implementation of
the most cost efficient use of USB dollars.

Ms. Aberle said that MDU didn’'t unbundle rates and so they are not atrangtioning utility. Their
customers, in the past, have not asked MDU to fund such programs. MDU had not requested the
PSC’ s authority to reflect in rates cogts for low income related programs and energy conservation
programs. Theresult isthat the 2.4% was an increase in cost to the customers. Though worthwhile
programs, there are other funding mechanismsin place for the low income programs. MDU customers
were not the ones to fund that. MDU would like to ensure that the benefits are coordinated between
date and federa monies.

MS. Y OUNG sad that while the funding level associated with public purpose programs was cons stent
with what it had been prior to 1999, MPC recovered those costs differently. They moved from
amortizing those costs to expensing those cods. There was arate increase because the manner in
which those programs were funded was changed. Overdl the USB programs have worked hard
through the years to achieve a balance between the various needs. MPC would encourage that where
theright balanceis, islooked at. There isadways more that could be done.

Mr. Quander sad that his only suggestion would be that whatever decision about funding the program
the Legidature makes, the move to unbundle the rates to aline item for USB was a very positive
element. To the extent that customers are being asked to pay these charges to support these programs,
it is much better that it be explicit and people understand what they are paying for.



MS. YOUNG said that MPC shows USB charges as a separate line item. MPC has unbundled the
bills as required by SB 390.

REP. DELL asked if, looking a where we are with the right balance, we need to address specific
locad needs. How would the pand recommend that be moved forward to make the USB programs
more flexible to address the specific needs of the customers? Mr. Weins said that his association had
not discussed possible solutions to that.

MR. BRAINARD sad that 6% for irrigation is too much in some aress, but not enough in others.
REP. DELL sadthatisaredity. Heis curious how that could be approached.

Mr. Quander said that could be addressed by taking that 6% and instead of having it expended by
individua cooperatives, that money could be directed to the state fund and assigned out of that fund by
need, based on the level of need where it occurred, as opposed to being confined to individua
cooperative digtricts.

Mr. Weins sad that the cooperatives gppreciate and need the ability to localy decide where the
dollarsgo. If they are shipping money to the state, the needs will not get met to as great an extent.

MS. Y OUNG sad that the cooperative pooling alows that the cumulative effect of the cooperativesin
the state of Montana must achieve the funding level of 6% of Glacier and Flathead Cooperatives. Mr.
Weins said that is correct. The cooperatives are combining the obligation of Glacier and Flathead.
The way it worksis that the cooperatives are going to look to Glacier and FHathead to meet that

obligation generdly.

SEN. ELLIS asked if thisissue is specific to irrigation dlocation, or was that an example.

Mr. Weins sad that they would like more flexibility throughout the program. Theirrigation isjust one
exanple. MR. HARDY sad that the flexibility is there right now. Thet flexibility isimportant because
of various needs throughout the state. Making sure that what works in western Montana not be
mandated in eastern Montana is important from the cooperative perspective. SEN. ELL IS asked if
they did have that flexibility even though they have to dlocate 17% for low income. MR. HARDY
sad that isthe one areathat there isn't that flexibility. Theirrigation will aso be an areawithout
flexibility.

MS. YOUNG sad that the percentages as they are now are workable, but putting percentages across
the board would not be workable. MR. HARDY said that it would create problems and cause costs
shifts. It would increase costs for some people. MS. YOUNG said that, with regard to MPC, the
revenues that are collected fluctuate on an annud basis. That makes implementation chdlenging. To fix
percentages across al programs would make adminigtration of the programs very difficult for them.
Keeping flexibility brings some benefit.
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\YA STATE GOVERNMENT'SREGULATORY ROLE INUNIVERSAL SYSTEMS
BENEFITSPROGRAMS

Russ Transkey, Department of Revenue (DOR), said that the public utilities, Satewide
cooperative utility office and large customers claming USB credit are required to filea USB annud
report with the DOR. The USB annud reports provide a sngpshot of the annual USB charges
collected, the USB programs and activities, and the payments made to the statewide funds. The
reports that arefiled by the large customers provide a description of the USB programs and activities
that were implemented and the amounts of USB funds that have been sdif directed.

According to the statutes and rules, the DOR’ s duties include adopting administrative rules, establishing
USB fund accounts, issuing protective orders, publishing a notice acknowledging receipt of the annua
reports, and making the USB annual reports available for public ingpection. Upon receiving achdlenge
from an interested party, DOR shdl conduct an informal review of aUSB credit. The clamed credits
are presumed to be acceptable unless proven otherwise. The burden of proving otherwise lieswith the
chdlenging party. If the DOR determines that the challenged credit qudifies, it shdl dismissthe
chdlenge and provide an explanation of the dismissd. If the DOR determines that the chdlenged credit
isnot likey to quaify asaUSB quaifying program or activity, the chalenge is forwarded to the
department’ s office of dispute and resolution for aforma review. If the department’ s office of dispute
and resolution determines that the credit claimed does not qualify asa USB program or activity, the
credit clamant is entitled to ajudicid review of the decison.

MR. LEUWER asked if there had ever been achdlenge. Mr. Traskey said that there had been one
chdlenge over the 3 years that the program has existed. The chdlenge was dismissed. The chdlenge
involved whether the cooperatives may receive credit for conservation investments made through the
purchase of power. MCA 69-8-402 (2)(b) allows that to occur. MR. LEUWER asked, other than
the chdlenge mechanism, defining the creditsis an on your honor based on the reporting or dlaming of
the credit. Mr. Traskey sad that they are assumed to qudify unless the credit is challenged.

MR. LEUWER sad that the honor-system has worked redlly well in Montana. Making it the honor-
system provides some degree of flexihility.

Will Rosquist, PSC, sad that the PSC' srole is Strictly with respect to the implementation of the USB
program by regulated public utilities, such as MPC and MDU. The PSC'sroleis set forth in the
restructuring laws. The law requires that the PSC establish the USB charge for regulated public utilities
basad on the funding criteriain the law, which is 2.4% of the utility’s 1995 retal revenues. Therateis
fixed, so the amount of revenues collected tends to fluctuate with the amount of |oads on the utility
sysem.

A redtructuring utility is required to describe how it will provide for USB programs as part of a
trangtion plan that isfiled with the PSC under the restructuring laws. The information thet isto befiled
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with the trangtion plan includes a description of the methodologies used by the utility to determine the
dlocation or contribution to each program category such as energy efficiency, market transformation,
renewables, and low income. The PSC is then authorized to approve, modify, or deny components of
aredtructuring utility’ s trandtioning plan using traditiona, contested case procedures, the procedures
that the PSC generdly usesto process utility rate cases. Then the PSC is authorized to enforce utility
obligations under a PSC fina order. MDU was exempted from restructuring with SB 390, and has
snce gotten an extension for the exemption. MDU was not exempt from the requirement to establish a
USB charge. Utilities are o required to submit annua reports to the PSC on USB activities.

Utilities are not required to implement programs. They can choose to send dl of the revenues collected
by the USB charge to the state for alocation. If a utility does decide that it is going to operate
programs itself, the PSC has determined that the PSC has a further role to play in ensuring that the
funds are put to the best use and that public involvement in the decision making process is preserved.
Thisiswhat has been done with MPC and MDU, who have both decided to operate their own
programs.

In the context of MPC' s trangtioning plan, there was substantid involvement by various public interest
organizationsin terms of submitting testimony and comments to the PSC on how MPC should dlocate
the funds among the various qudifying categories. The PSC issued an order setting forth an initid
alocation and directed MPC to pursue a proposa of their own to set up an advisory committee to
address the ongoing implementation issues surrounding USB programs. The PSC monitors that
committee. MPC remains accountable to the PSC.

MDU'’s case dtracted less involvement. Ther funding obligation is rdatively smdl, roughly 8% of what
MPC's obligation is. The PSC did participate in that process. There was no hearing. The PSC
looked at testimony and the parties agreed that no hearing was necessary. The PSC adopted the
MDU proposa with some dight modifications. The PSC didn’t have a strong administrative record on
which to base the decision directing MDU to set up an advisory committee. However, snce MDU is
not arestructuring utility, they continue to provide the PSC with long range integrated resource plans
through which the PSC monitors the company’ s activities related to energy efficiency, renewables,
R&D, and low income discounts.

SEN. EL LIS asked why when SB 390 was indtituted, MDU and MPC came to the table with different
levels of effort for the programs covered by USB credits. Mr. Rosquist said thet it had to do with the
past activities of the companies. MPC had previousy been more active in terms of adopting some
demand-side management programs. MDU didn’t have extensive programsin place prior to SB 390.
The companies are d 0 in different Stuationsin terms of serviceareas. SEN. ELLIS asked if it was
concessions that were forced on MPC as aresult of permitting the Colstrip units that resulted in some
of these charges. Mr. Rosquist said that afunction of the percentagein SB 390 as gpplied to the
retall revenues of each utility lead to abig part of the difference. Looking a how the 2.4% figure came
about, heis not sure that he could say that dl of MPC' s demand-side management programs were
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drictly aresult of concessons that they made as part of the settlement. Some of it was MPC wanting
to offer programsto their customers.

John Alke, MDU, said that he agreed that a huge driver of the difference between what MPC did and
wha MDU did iswhere the utility was located. MPC is predominantly the Columbia River Basin and
subject to the jurisdiction of the Northwest Power Planning Council and has accessto EPA power.

For over 20 yearsin the Pacific Northwest there has been emphasis for conservation. This emphasis
has never existed in the MDU service territory. Thereisno federd power available in the MDU
sarviceteritory. Also in the Pacific Northwest there is a significant penetration of customers who heet
their homes dectrically, which is an obvious candidate for demand-side management. Thisis not truein
the MDU territory. MDU didn't have the programs because the states in which it operates had no
interest, customers had no interest, and there is no benefit in terms of maintaining igibility for federa
power.

Vi AN OVERVIEW OF LOW INCOME ENERGY ASSISTANCE AND
WEATHERIZATION UNIVERSAL SYSTEM BENEFITS PROGRAMSIN
MONTANA

Jim Nolan, Department of Public Health and Human Services (DPHHYS), referred to EXHIBIT
7. Thereisaminimum of 17% of the USB funds that goesto low income. The actud amount is closer
to 18%. DPHHS operates the low income energy assistance program (LIEAP) program and the
wesetherization program. LIEAPisaprimarily federaly funded program to help low income people
meet a portion of their winter heating costs. The program has been in operation for over 20 years and
is subject to the annua appropriation process that Congress goes through. The state of Montana
operates the program statewide with the exception of 6 of the state' striba reservations. LIEAP s
operated on the Crow Reservation. The other 6 tribes run their programs directly from Washington.
DPHHS administers LIEAP through the 10 Human Resource Devel opment Councils (HRDC) and one
area agency on aging in north centra Montana. LIEAP serves a very high number of working poor.

Of the 16,000 households that the program served last year, 7,700 were sdaried working families. The
digibility is 150% of poverty asthe maximum. Thet is $26,475 for afamily of 4. That can be adjusted
by $4,000 per family member up or down. DPHHS takes into account the income of the family, the
sze of the home, the type of fuel being used, and the geographic area of the state. Last year the
average payment was $444 for the winter heating season. This year, the federa funds received are
lower than what was received last year. Of those served last year, more than 4,000 were occupied by
senior citizens, 5,700 were occupied by disabled, and 98 contained afemale head of household. This
year they are anticipating a case load growth to about 21,000 for LIEAP.

In addition to this, households can dso get help from MPC, MDU, and Greet Falls Gas in the form of a
utility bill discount. Mr. Nolan said that thisis one of the nicest things to come out of the USB program.

-13-



HRDC' s use the same application as LIEAP and wesatherization. 1f ahome is sdlected for
westherization and that weatherization is refused, that home will not receive assstance from LIEAP.
The homeowners need to work with the program to obtain energy efficiency. Because the program is
contracted out to the HRDC's, DPHHS has less than 2 full-time employees (FTE) that administer the
program. A lot of the responsbility of administering and designing the programs fdlsto the HRDC's,

Federd funding comes from the DPHHS. Last year’s program was funded at more than $13.5 million.
Thisyear it isfunded a $10.4 million. The presdent is recommending an 18% cut in the budget from
LIEAP and the upcoming winter heating season. This program is subject to the changing politica
scenario in Washington. Every year isanew bal game in terms of what LIEAP will be funded for, if at
al. There have been years where LIEAP was zeroed out. USB is an extremely important compliment
to whatever LIEAP hdlp is received from the federd government.

The other program that DPHHS has is the weatherization program, which is designed to provide cost
effective energy conservation measures to low income households. The program has evolved
sgnificantly over the years. The program uses a federally mandated audit program. MSU doesthe
training for the program staff on aregular basis to keep up-to-date on the latest wegatherization
techniques. The most common things done are hegting system tuneups, air infiltration reduction, and
atticand wdl insulation. Thisisacog effective program. This year it will serve about 1,900 homes.
346 of those will be occupied by senior citizens and disabled. 864 homes will have children. The
HRDC' s and 2 tribes are used to do the program. The program is primarily funded by the Department
of Energy; some additiona funding comes from the DPHHS, Bonneville Power Adminidration (BPA),
MPC, and MDU.

MR. HARDY asked about the low income assistance funding for cooperatives. Mr. Nolan said that
$300,00 was identified for energy hills. There are anumber of categories that they can claim credits
agang, but the eesest oneis bill assstance.

REP. DELL asked why the averages are lower for 2002 than 2001. Mr. Nolan said that it isa case
of declining federa dollars. The grant that DPHHS received last year was $13.5 million; the grant this
year was $10.4 million. The president’s request would cut that even further.

REP. DELL asked if DPHHS anticipates serving 21,500 households thisyear. Mr. Nolan said that
the state program anticipates that, but the Native Americans aso receive help from USB; that would
add about 4,000 households.

Rachedl Hoverman, Energy Share of Montana, Referred to Attachment 7. Energy Shareisa
private nonprofit organization that was started in 1982 by a group of HRDC' s and utilities that saw the
need to help Montanans faced with energy emergencies meet their needs. Since that time, Energy
Share has helped nearly 17,000 families with $4.7 million. Energy Share complimentsthe LIEAP
program where they try to help people that either don’t qudify for LIEAP or just need alittle more help
than what LIEAP can give them. In reviewing the applications that they get, Energy Share looks at the
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individud circumaances surrounding the gpplications. Many of the families that they hdp include
people who may have been laid off their job, or are seasona employees, who would normdly be able
to make it through the winter, but something happened and they need alittle help to get through that
timeintheir lives. Last year Energy Share helped 2,241 families with $733,000. The money goes
directly to the clients accounts with the utility company, cooperdtive, or fuel vender. Energy Share
hel ps people no matter what their heat sourceis, aslong as the funds are available.

Energy Share aso gets funding from Energy West and MDU to operate furnace and water heater
safety and efficiency programs. Those programs run in Greet Fdls, Billings, and eastern Montana
Last year Energy Share helped 120 families with about $65,000 in those three areas. 8% went for
furnace safety and 92% went for bill assistance.

Energy Share has a permanent endowment.
For supplementd information see Attachment 8.

REP. DELL asked if there are any changesin the way that Energy Shareis being funded.
Ms. Hover man sad that the biggest change would be the lack of gtripper well funding beginning this
fiscd year. Prior to that, Energy Share' s funding for bill assstance had grown steedily.

BillieKrenzler, HRDC 7, referred to Attachemnt 7. 18% of the USB funding in Montana went for
low income needs. HRDC contracts with the Sate of Montana and Energy Share to operate the
programs. HRDC's are the ones that actually work with the people that apply for the programs.
Attachment 9 isthe worksheet that they use to determine digibility. If the person isdigible for

LIEAP, they are automaticdly digible for the weetherization program. Once digibility is determined,
the information is put into the computer system and the Sate runs a priority list of the homes determining
whose homes will be weatherized first. Thisis done on theratio of fuel costs versusincome.

There are trained energy auditors that work for al of the HRDC's. The auditor goes to the home once
the priority list comes out and interviews the client about problemsin the home. The auditor then does
awalk-through of the home to see the building components and look for specific problems. The
information that is gathered is entered into a computer & the office to find out whether the household
meets the 1.8 ratio, where there needs to be a savings pay back for them to be eigible for
wesetherization. The computer determines which isviable. Oncethisis complete, awork order is
issued and the work is completed on the home. There will be a blower door test and the home will be
inspected by atrained inspector after the work is done to ensure that the work was done properly.

Dennis Osdllo, Energy Divison, HRDC 12, said that with the blower door test there are lines put

throughout the house in different areas and then they start the blower door up. This determines where
the mgor leaks in the house are. In conjunction with thisthey use an infrared scanner to actudly scan
that areas that are the worst placesin the home, so that those areas can be addressed.
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Ms. Krenzler showed some pictures of the homes that have been weatherized. Her agency covers
Big Horn, Carbon, Stillwater, Sweetgrass, and Y dlowstone. They aso do the Crow Indian
Reservation. Her HRDC does 27% mobile homes, 23% multi-family, 50% single family dwellings.
Insulation is amgor weetherization tool that they use. Many of the things that they fix through this
program are for safety measures. They aso fix alot of broken windows. Without the monies that they
receive from USB they could not do alot of the repairs that they are now doing. Adminigtrative costs
for the program are very low. Almos dl of the money goes towards weatherizing and repairing of
these homes.

REP. DEL L asked about the waiting list for the weetherization program. Ms. Krenzler said that they
are working about 1 year behind. People who qualify this year won't be weatherized until next year.
Then it comes out on the priority list. They will do the homes as they are prioritized until the money is
gone. REP. DELL asked if the waiting list had been getting any shorter with the warmer than normal
temperatures. Ms. Krenzler sad that there is no such thing asashort lis.

The question was asked if the weatherization program did about 2,000 homes per year tota, and 20%
of that money comes from USB. Ms. Krenzler sad that they try to get to dl of their clients. They
aso give out energy caendarsthat will give their dientstips on ways that they can save energy in their
home with some smple things.

MR. BRAINARD asked for the breskdowns for the recipients of these programsin regards to
renters and the dwellings. Do the benefits stay with the property? |sthere any follow-up down the
road to seeif the changes are dtill there? Ms. Krenzler said that thereis not afollow-up. The landlord
does sign an agreement that he will continue to try to rent that home to low income people. Oncethe
work has been done and inspected, unless there are problems, they do not go back out to that home.

MS. YOUNG asked for the mix of customersthat are served in terms of the hesting source.

Ms. Krenzler said that in her area 75% of those served last year were natura gas, 13% were
electricity, 13% propane, and 1% wood and cod. These are not statewide figures. Mr. Nolan sad
that in last year's LIEAP it was 68% natura gas and 18% electric.

REP. DEL L asked how the people who are making the repairs dedl with asituation wherethere are a
lot of thingswrong asfar as safety. M s. Krenzler sad that there are health and safety dollarsin the
contract which dlows them to do some specific thingsin that area. All of the people that work on the
furnaces, hot water heaters, and others are licensed professionas who are required to carry acertain
amount of insurance before they can do the work.

MR. HARDY asked what percentage of the audits find things that could be corrected with different
management. Mr. Nolan sad that they try to address the educationd aspects with the client rom the
time they begin until the job isfinished. They aso have aqudity control person that follows up with that
later. They are now in the process of going back the following year and doing another client interview
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to see how they aredoing. MR. HARDY asked for a percentage of the savings that are projected on
average are due to education. Mr. Nolan said that the nation figure is 12%.

REP. KEANE asked for the amount of savings on the conservation component of this.

Ms. Krenzler said that is part of the computer input. Mr. Nolan said that the 1.8 to 1 ratio is based
on the fact that every dollar they spend on ameasure has to save $1.80 on energy costs over the life of
theresdenceingdled. Ms. Krenzler sad tha if it isless than that, the work isn’'t done, unlessit is
under hedlth and safety. REP. KEANE asked if that amount is tracked.

Mr. Nolan sad that it is built into the formulathat the audit operates on. There are some assumptions
that the auditors make. REP. KEANE said that there should be a number where the savings becomes
obvious and will extend on for aperiod of time. Mr. Nolan sad that isthe ratio of 1.8 to 1.

MR. HARDY asked if the client refuses westherization are they denied any fuel bill assstance. Mr.
Nolan said that was correct. MR. HARDY asked if 100% of those with the fud bill assstance are
offered the audit. Mr. Nolan sad that only those who are selected for weatherization are offered the
audit. Of the more than 20,000 that are on LIEAP, 1,900 homes will be weatherized thisyear. M s.
Krenzler sad that when the digibility is determined, they record type of fud, Sze of the home, number
of bedrooms, etc. The HRDC can then use that information to check what the households usage has
been for the past year.

REP. DELL asked why programable thermostats are not included on thelist. Mr. Nolan said that
they have put those in in the pagt, but they have found that it is very hard to teach the customers how to
operateit. When thereisa problem, MPC isthe first called to come and reprogramit.

MR. HARDY asked, of the audits and weetherizations that are done, is there a sense of how many
people want to take everything and implement it. Mr. Nolan said that about 50 to 55% redlly want to
implement the recommendations. MR. HARDY asked if the educationd things would be smilar. Mr.
Nolan sad that the customer would take certain portions of what they are showed. They will use those
which are smplest to use.

Vil AN OVERVIEW OF CONSERVATION, MARKET TRANSFORMATION,
RENEWABLES, AND RESEARCH AND DEVEL OPMENT UNIVERSAL
SYSTEMSBENEFITS PROGRAMSIN MONTANA

* Northwest Energy Alliance

Margie Gardner, Northwest Energy Efficiency Alliance (NEEA), referred to Attachment 10.
Montana and some of the leadership and momentum hasincreased over the past 5 years. The Alliance
has over 20 projects. They often work with manufacturers, retailers, and service providers to
encourage them to bring more energy efficient projectsinto the stores. The NEEA then helps market
those products to consumers through cooperative advertisng. One example of thisisthe Energy Star
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logo. The Energy Star logo is becoming very prominent in al sorts of different resdentia gppliances
that use dectricity. When Energy Star started in the flourescent lighting market 5 years ago, there were
amost no qualifying productsin the Montana market. In thelast year they have sold over 420,000
quaifying bulbsin Montana. There are over a dozen manufacturers who now produce them and 90
retalersin Montana that carry these products. The 420,000 bulbs is the equivaent of consumers
saving about $1.9 million per year.

Another Energy Star product that the Alliance helped sponsor is a front-loading washing machine. This
has been significantly promoted since 1997 through the Energy Star home products program. 3,700
units have been sold in Montana, resulting in $85,000 of energy savings. There are 75 retailers
participating in the Energy Star home products program in Montana. These products save other
resources in addition to dectricity. The Alliance works with the retailer to promote these products and
get more people into the store. There have been 1,600 Energy Star dishwashers and 2,400 Energy
Star refrigerators sold in Montana.

Bill Allen, Allen’s Superstore, Helena, said that his experiences with Energy Star goes back to the
late 1990's when the Maytag company came out with a front-load washing machine. They were abit
leery of this product when it first came out. 1t is now one of the most popular machines that they sdl.
Energy Star products give the customers an opportunity to save some money. They are currently
planning atelevison commercid in conjunction with Energy Star to invite the consumer to come in and
vigt with the employees at his store about how the customer can buy appliances that will save them
money over the lifetime of the gppliance. The Energy Star program isagood dedl for the retailer and
the customer. He presented brochures, Attachments 11 and 12.

MS. YOUNG asked about consumer awareness of Energy Star. Mr. Allensad that it isdill inthe
early dages. At the moment they are just using the point of sde digplay materid. In the futureit will be
working itsway into other advertisng.

MR. LEUWER asked if the consumers care about it. Mr. Allen said that if they don't they certainly
should.

The question was asked if they customers are interested when they are told about it. Mr. Allen said
that it ssemsthat way. One benefit of having the Energy Star logo isthat it is something that the
manufacturer didn’t put on the machine. It is something that the consumer can take with a higher
degree of beievability.

REP. DELL asked if they are now an active participant in the program. Mr. Allen said that they are.
REP. DELL asked if the prices have come down a bit for these products. Mr. Allen said thet it has.
The manufacturers have become more aggressive in delivering less expensive products to the market.
REP. DELL sad the price of these products is higher, but it seems that they are getting more
reasonable in terms of the cost.

-18-



Ms. Gardner sad that the light bulb costs are coming down. She presented a brochure from Lowe's
that was done without any co-funding from NEEA, Attachment 13.

Ms. Gardner said that NEEA aso supports new technologiesin theindudtrid arenaaswel. They will
test and demondtrate innovative technologies in the indudtrid arena. They will then provide support to
get that information out to indudtrial customers. They have projectsin the industriad arena going
throughout the State.

By pooling funds from al the utilities across the ate, it makesit possble to invest in new ideas that are
coming on the market in away that an individud utility might not be ableto do. They are pooling both
the risk and the benefits.

Another area of emphadis has been training and information services on energy efficiency. An example
would be building operator certification, to help building operators know how to make work spaces
comfortable and efficient. There have been 23 professionds who represent a savings of 4 million
kilowatt hours per year. Ancther example of an educationd program isthe day lighting consulting. This
is offered through the lighting design lab, which isa centrd facility in Seettle that sends experts out to
help train architects and engineers on how to build a space to use the daylight.

Tom Javins, University of Montana (U of M), said that he administers the USB program at the
Univergity. They are working in cooperation with NEEA on aresearch and demonstration project on
recommissoning buildings. In thisthey look &t if there are energy savings that may be obtained. At the
Missoula campus there is about 3 million square feet of building space. They have commissioned about
29% of that square footage. They have found that there are Sgnificant energy savings. The building
commissioning isatoal that can be used to document how a building is supposed to work, identify the
things that need to be looked at on aregular basis, and offers a tremendous payback.

Ms. Gar dner said that the Northwest Power Planning Council (NPPC) has estimated that about
1,700 or more average megawatts that have been saved cogt effectively in thisregion over the last two
decades. NPPC dso estimates that there is till another 2,400 megawatts that it is cost effective to do.
That is equivdent to 4 BPA dams.

MR. HARDY asked if U of M didn’t have a budget to invest in the recommissioning without USB

funding. Mr. Javins said that is correct. He uses the USB money wherever he can.

Ms. Garder said that they are hoping to use the U of M buildings as case studies to take else where.
* National Center for Appropriate Technology

Kathy Hadley, National Center for Appropriate Technology (NCAT), referred to Attachemtn

14. NCAT isanationd nonprofit organization located in Butte, Montana. Their misson isto help
people solve problemsin the fields of energy, agriculture, housing, and communities through the
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application of Appropriate Technologies. NCAT has been doing this for dmost 25 year. They have a
daff of 70 people. They focusin 3 program areas. sustainable energy, sustainable communities, and
sustainable agriculture. Most of the servicesthat NCAT provides are educationd or technica
assistance.

In the early years, NCAT focused on solar or westherization projects to lower the energy costs for low
income households. They helped people design and build greenhouses and community gardens.
NCAT provided grantsto smal communities around the country to help improve the quality of life for
the community resdents. Today NCAT worksin the area of public housing. They try to hep
managers of public housing units find ways to save energy and water in order to save money and make
the residents more comfortable. NCAT worksto assst states, tribes, and local community
organizations stretch low income energy funds to assist low income people with utility costs. Localy,
NCAT worksin the Jefferson, Boulder, and Big Hold Rivers working with watershed groups and
individua ranchers who are interested in adopting energy and water efficient irrigation technologies.
NCAT doesthisto help those people reduce their utility bills related to irrigation and because of the
increased pressure to use rivers in Montana and increase in-stream flows.

The largest part of NCAT’ s sustainable energy is focused on renewable energy. NCAT hasrecelved a
number of renewable energy grants from MPC’'s USB programs. They have used these grants to
develop net metered solar and wind programs for customers of MPC. NCAT has developed pilot
demondtration programs with individuas and organizations that are geographicaly dispersed over the
MPC service area. To date, NCAT has completed solar projectsin 17 middle and high schools, and
developed curriculums for the teachers to use to help students understand solar energy technologies.
NCAT has completed 6 stock watering well projects with Montana farmers and ranchers. NCAT has
completed more that 40 grid connected residentid solar systems, and 7 low income solar systemsin
Montana. NCAT has dso completed 10 net metered wind energy systemsin residential and farm
goplicationsin Montana. Except for the schools and low income, dl project participants were required
to share in the cost of the projects. Thisvaried from 1/3 of the cost to /2. NCAT aso developed a
green power web Site.

It has been NCAT’ s experience that people across the state are very interested in renewable energy
technologies. Solar dectric and thermal systems are mature and proven technologies that are dready
working across Montana. System costs have been declining since the 1970's. These systems are
quiet, maintenance free, and codt effective. Thereisalot of enthusasm for developing wind energy
across the state. Montanais 5™ in the nation for wind resources. Thereis enough wind in Montanato
supply 15% of the total 1990 dectric consumption of the 48 continuous sates. In Montana, wind
systems are being developed on arange of scales from very large commercia sysemsto very smdl
resdentia systems. Farmers and ranchers are keenly interested in wind because it isaway to add
vaue to their agriculture operations.

Continued support for renewable resources isimportant for Montana. USB support isimportant.
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These resources are clean and easily available. They offer Montana and its people a clear path for rurd
economic development opportunities, and for jobs. Renewables offer self sufficiency. It gives
increased homeland security.

Jim Tunlinson, rancher, sad that he put in awell that was the only source of water and was quite a
way from any surface water. They had trouble getting the cattle to use the area near the well. His
ranch was then gpproved to get involved with the solar project. They put a solar powered pump in.
There were some problems with the pump the first year, but once they got the bugs worked out it is
working very well. To begin with they had a portable electric generator and a submersible pump that
ran on gas. With the solar set up, it isamost maintenance free. He has found that an increase in water
dorage is necessary to offset cloudy days. Therearealot of places where this technology would be
useful to many ranchersin hisarea.

SEN. EL LIS asked for the life of the equipment. Vicki Lynn, NCAT, sad that the solar pandls
typicaly have awarrantee of 20 to 25 years. The pumps are warrantied for 1 to 2 years, but the life of
the pump is much more than that. Different pumps have different life times. Many can be repaired
inexpengvely and eadly when they wear out. SEN. EL LIS said that he had been told that the solar
pandsdidn’'t last very long. Has the technology changed in the last 5 years?

Ms. Lynn sad that the qudity of the solar panels has improved consderably. She felt that even 10
years ago solar pandls had a pretty good life. John Walden, NCAT, has asolar pand that is about 25
yearsold and is dill performing at about 80% of its pesk production. SEN. ELLIS asked if thecost is
comparable to what would be expended to run agas generator. Mr. Walden said that it depends, but
hethinksthat it is

REP. DEL L asked about the net metered philosophy. M s. Hadley said that net metered is a system
where dl the solar projects and wind projects have a specia meter that is put on the house so that
when the systems are put in place and running, it moves the electric meter that you have backwards. It
will only go back to zero. It isone of the sdling points for renewable systems. M s. Lynn sad thet it
does cause the customer’ s meter to go backwards, the dectricity goes back to MPC system to meet
the energy needs of other cusomers. M's. Hadley said that thereisalot of interest by farmers and
ranchers who are interested in net metering so that they can move their meters backwards and then use
it later on.

MR. BRAINARD sad that the PSC had some rate making decisions regarding distribution. He
thinks that it isimportant to congder that there are some unintended consequences and side linesto
these issues. For example, if you contentioudy save energy throughout the system and minimize the
amount of eectricity that is distributed to the customers, that will raise the cost of those kilowatt hours
asthey are reduced to maintain that utilities compensation. There have been discussions saying that
saving energy is chegper than producing energy, and in asenseitis. However, we are never going to
be able to save energy and zero thisthing out. Astechnology expands we find more uses for eectricity.
Consequently, you are dmost dways going to get into a Stuation where when you need new generaion
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it will appear to be expensve.

REP. DELL sad that as much as possible, we need to help consumers find economic reasons to make
energy efficient decisons about what they do. What he hears MR. BRAINARD saying isthat thereis
adiminishing return evento that. MR. BRAINARD said that there could be.

REP. DELL sad that in the immediate future, he wants to see the type of net metered approaches that
can help people make economic decisons to be energy efficient.

MR. BRAINARD sad that with net metering, you are not reducing the amount of generation, you are
adding toit. Overtime digtributed generation will enhance the system regardless of how it is generated.

Mr. Walden sad that they have seen what MR. BRAINARD isreferring to. They did see
consumption drop in the 1980's. Thereare alot of cogt effective conservation measures that are not
being invested in. If the utility does't get any return on the net metering, the revenue for the poles and
wires could drop to zero. That means that the other customers will pay for those poles and wires,
which would be an unintended cost shift.

MS. YOUNG sad that MPC recogni zes the consequences that are being discussed, but the point that
MPC is a with net metering right now is not such alarge volume of net metering that any sgnificant
impacts on other customers are being caused. The goa isto get experience with net metering and then
dart figuring out how to ded with these sorts of technologies. These will develop over timeand it is
important to start getting experience with them.

Vil HOW OTHER STATES(ESPECIALLY IN THE REGION) ARE FUNDING AND
IMPLEMENTING UNIVERSAL SYSTEMSBENEFITS PROGRAMS

MR. EVERTS referred to Attachments 15 and 16. 21 states have USB style programs and the
Digtrict of Columbia. The amount of money flowing for those programs is $1.984 hillion. The
Environmenta Protection Agency (EPA) has indituted over a $40 million per year discount program for
energy efficiency and renewables. 1t has budgeted a least $75 million for low income assstance,
energy efficiency, and market trandformation. This has goneinto the wind power market as well.

Cdifornia generates about $525 million dollars per year for their USB. Oregon has set 3% funding for
its energy efficiency, low income wegtherization. That will start up March 1, 2002 and the charge will
last for at least 10 years. Oregon has created an energy trust fund that will be established to direct the
dlocation of the USB funds. It is expected to raise $50 million to $70 million per year. North Dakota
has had some donations, but very little activity in terms of state funded or utility funded conservation or
renewables. South Dakota and 1daho are the same.

IX SUBCOMMITTEE DISCUSSION AND INSTRUCTIONSTO STAFF

MR. BRAINARD sad that heisinterested in seeing what can be done to increase the amount of
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USB money that goes for direct assstance to low income people. Some of the things that the USB
money is used for now asfar as conservation have some market consderations that will drive people to
more conservation. The Subcommittee should look at that and see how to incorporate the money.

MR. EVERTS sad that part of the statutory charge of the Committee in evauating whether to
continue funding USB programs is a determination of whether markets exist out there aready for these
activities. At the next meeting there will be apand discusson that addresses markets. They will be
ableto look at whether markets exist for the programs that are talked about.

SEN. McNUTT said thet there is a Statewide mandated fee that is going into the 2.4%. Some people
got benefitsand some didn’t. Inthe MDU areaiit was asmple rate increase. Some of the people that
were impacted the greatest were the municipalities, schools, hospitas, etc. The way this system is st
up, those entities are not big enough to be saf directed or get any return on that assessment. USB
credits are perceived as atax that is going to low income assstance. The Subcommittee needs to look
at the makeup of that if it isgoing to continue. There are two different cultures in this state and both
need to be looked at.

SEN. McNUTT asked what the increase to MPC customerswas. MS. Y OUNG said that prior to
the USB charge, MPC funded the low income discount as an expense. The conservation investments
were collected in rates over 20 years. When USB went into effect, they began recovering al costs
associated with public purposes on an annua basis. 1t isno longer amortized over 20 years. MPC has
aso had arate decrease that offset those historic investments when the generation was sold.

SEN. McNUTT said that there was a9 mil fee in the large consumers' rate that they now get to sdlf
direct for enhancements and capitd investmentsin ther facilities. If those invesments have vaue, it
could be said that they got arate decrease. We have a tremendoudy unbaanced system in this state.
There are alot of unhappy MDU customers.

REP. DEL L sad that there needsto be aflexible system and afair system.

MR. BRAINARD sad tha thereisamyth that somehow regulation of the utility ends up with the
lowest possible cost to the consumer, but that is not necessarily true. It seemsthat there is a natura
market force that would push large customers to do conservation even without the USB credits. He
fedlsthat most individuas would respond the same way.

REP. KEANE sad that often we take the nearsighted gpproach. The testimony today said that there
has been significant benefit of the program. It isatax, but if you want those services, you are going to
have to pay for them. This codt, soread over everyone, benefitsus dl in asgnificant way. Eliminating it
would eiminate the savings for the foreseegble future. This program has sgnificant vaue and we should

dl participaein it.
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REP. DELL agreed. There have been alot of pogtive net results with this program. There needsto
be aflexihility to it to meet the needs in the various areas of the Sate.

MR. BRAINARD sad that one of the problems with centralized decison making isthat it isvery
difficult to predict or encompass dl the possibilitiesin the future and try to make decisons a a given
point in time regarding dl those possibilities. Astime goes on, he can foresee other needsin the system
that the USB could be used for depending on the utility and the customers. This Committee should
look at ways to make the program more flexible so that al the customers can see some benefits.

MS. YOUNG sad that schools, hospitas, and local governments have been primary targets for MPC
energy efficiency programs for more than 10 years. They are excdlent candidates and a great way to
maximize benefitsin more avenues. There are opportunities for different kinds of cusomers, itisa
matter of how the program is designed and funding is alocated.

SEN. McNUTT agreed with that, but there are two different culturesin this state. The program design
may be flawed, but it gppears to the MDU large customers as a huge hit. There are some benefits, but
they are not balanced. One size does't fit dl right now.

MR. HARDY sad that there are 0o many different layers of USB that it is hard to generdize. Itisa
good program. The cooperatives will be fine-tuning how they ddiver that service and thet flexibility.
They want to get to the most needy.

MR. EVERTS sad that if there are any requests for the next meeting, members should cal him.

X ADJOURN

There being no further business, the meeting was adjourned.
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